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UNITED STATES  
SECURITIES AND EXCHANGE COMMISSION  

Washington, D.C. 20549  
   

   

FORM 10-Q  
   

   
For the transition period from       to       .  

   
Commission file number 0-16244  

   

   

VEECO INSTRUMENTS INC.  
(Exact Name of Registrant as Specified in Its Charter)  

   

   

   

   
Indicate by check mark whether the Registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities 

Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the Registrant was required to file such reports), and 
(2) has been subject to such filing requirements for the past 90 days. Yes  �  No  �  

   
Indicate by check mark whether the Registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See definition 

of  accelerated filer and large accelerated filer in Rule 12b-2 of the Exchange Act. (Check one):  

   
Indicate by check mark whether the Registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes  �  No  �  

   
30,249,315 shares of common stock, $0.01 par value per share, were outstanding as of the close of business on April 28, 2006.  
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EXCHANGE ACT OF 1934  
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SAFE HARBOR STATEMENT  

   
This Quarterly Report on Form 10-Q (the “Report”) contains forward-looking statements within the meaning of Section 27A of the 

Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended. Discussions containing such 
forward-looking statements may be found in Items 2 and 3 hereof, as well as within this Report generally. In addition, when used in this 
Report, the words “believes,” “anticipates,” “expects,” “estimates,” “plans,” “intends,” and similar expressions are intended to identify 
forward-looking statements. All forward-looking statements are subject to a number of risks and uncertainties that could cause actual results to 
differ materially from projected results. These risks and uncertainties include, without limitation, the following:  

   
•                                           The cyclicality of the microelectronics industries we serve directly affects our business.  
   
•                                           We operate in an industry characterized by rapid technological change.  
   
•                                           We face significant competition.  
   
•                                           We depend on a limited number of customers that operate in highly concentrated industries.  
   
•                                           Our quarterly operating results fluctuate significantly.  
   
•                                           We face securities class action and shareholder derivative lawsuits which could result in substantial costs, diversion of 

management’s attention and resources and negative publicity.  
   
•                                           Our acquisition strategy subjects us to risks associated with evaluating and pursuing these opportunities and integrating these 

businesses.  
   
•                                           Our inability to attract, retain and motivate key employees could have a material adverse effect on our business.  
   
•                                           We are exposed to the risks of operating a global business.  
   
•                                           We are subject to foreign currency exchange risks.  
   
•                                           Our success depends on protection of our intellectual property rights.  
   
•                                           We may be subject to claims of intellectual property infringement by others.  
   
•                                           We rely on a limited number of suppliers.  
   
•                                           Our outsourcing strategy could adversely affect our results of operations.  
   
•                                           Changes in accounting standards for stock-based compensation may adversely affect our stock price and our ability to 

attract, motivate and retain key employees.  
   
•                                           The implementation of a new information technology system may disrupt our operations.  
   
•                                           We may not obtain sufficient affordable funds to finance our future needs.  
   
•                                           We are subject to risks of non-compliance with environmental and safety regulations.  
   
•                                           We have adopted certain measures that may have anti-takeover effects which may make an acquisition of our company by 

another company more difficult.  
   
•                                           The other matters discussed under the heading “Management’s Discussion and Analysis of Financial Condition and Results 

of Operations” contained in this Report and in the Annual Report on Form 10-K for the year ended December 31, 2005 of 
Veeco Instruments Inc. (“Veeco” or the “Company”).  
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Consequently, such forward-looking statements should be regarded solely as the Company’s current plans, estimates and beliefs. The 

Company does not undertake any obligation to update any forward-looking statements to reflect future events or circumstances after the date of 
such statements.  

   
Available Information  
   

We file annual, quarterly and current reports, information statements and other information with the Securities and Exchange 
Commission (the “SEC”). The public may read and copy any materials we file with the SEC at the SEC’s Public Reference Room at 450 Fifth 
Street, N.W., Washington, D.C. 20549. The public may obtain information on the operation of the Public Reference Room by calling the SEC 
at 1-800-SEC-0330. The SEC also maintains an Internet site that contains reports, proxy and information statements, and other information 
regarding issuers that file electronically with the SEC. The address of that site is http://www.sec.gov.  

   
Internet Address  
   

We maintain a website where additional information concerning our business and various upcoming events can be found. The address 
of our website is www.veeco.com. We provide a link on our website, under Investors — Financial Info — SEC Filings, through which 
investors can access our filings with the SEC, including our Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports 
on Form 8-K, and all amendments to those reports. These filings are posted to our Internet site, as soon as reasonably practicable after we 
electronically file such material with the SEC.  
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VEECO INSTRUMENTS INC.  

   
INDEX  
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PART I. FINANCIAL INFORMATION  
   
Item 1. Financial Statements (Unaudited)  
   

Veeco Instruments Inc. and Subsidiaries  
Condensed Consolidated Statements of Operations  

(In thousands, except per share data)  
(Unaudited)  

   

   
See accompanying notes.  
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      Three Months Ended March 31,  
   

      2006  
   2005  

   
                
Net sales  

   $ 93,918 
   $ 93,850 

   
Cost of sales  

   52,149 
   56,318 

   
Gross profit  

   41,769 
   37,532 

   
Costs and expenses:  

             
Selling, general and administrative expense  

   21,330 
   20,171 

   
Research and development expense  

   14,586 
   14,824 

   
Amortization expense  

   4,015 
   4,490 

   
Other expense (income), net  

   199 
   (98 )  

Total operating expenses  
   40,130 

   39,387 
   

Operating income (loss)  
   1,639 

   (1,855 )  
Interest expense, net  

   1,378 
   2,146 

   
Gain on extinguishment of debt  

   (330 )  —
   

Income (loss) before income taxes  
   591 

   (4,001 )  
Income tax provision  

   833 
   701 

   
Net loss  

   $ (242 )  $ (4,702 )  
                
Net loss per common share  

   $ (0.01 )  $ (0.16 )  
                
Weighted average shares outstanding  

   30,081 
   29,855 

   



   
Veeco Instruments Inc. and Subsidiaries  
Condensed Consolidated Balance Sheets  

(In thousands)  
   

   
See accompanying notes.  
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      March 31, 2006  
   December 31, 2005  

   
      (Unaudited)  

         
                
Assets  

             
Current assets:  

             
Cash and cash equivalents  

   $ 113,539 
   $ 124,499 

   
Accounts receivable, less allowance for doubtful accounts of $2,303 in 2006 and $1,860 in 2005  

   78,680 
   89,230 

   
Inventories  

   92,069 
   88,904 

   
Prepaid expenses and other current assets  

   10,929 
   9,640 

   
Deferred income taxes  

   3,057 
   2,870 

   
Total current assets  

   298,274 
   315,143 

   
Property, plant and equipment at cost, less accumulated depreciation of $80,664 in 2006 and $77,954 

in 2005  
   69,784 

   69,806 
   

Goodwill  
   99,622 

   99,622 
   

Purchased technology, less accumulated amortization of $55,165 in 2006 and $51,992 in 2005  
   52,603 

   55,776 
   

Other intangible assets, less accumulated amortization of $23,386 in 2006 and $22,274 in 2005  
   21,376 

   22,413 
   

Other assets  
   5,311 

   5,100 
   

Total assets  
   $ 546,970 

   $ 567,860 
   

                
Liabilities and shareholders’  equity  

             
Current liabilities:  

             
Accounts payable  

   $ 34,078 
   $ 31,289 

   
Accrued expenses  

   45,637 
   51,169 

   
Deferred profit  

   305 
   537 

   
Income taxes payable  

   1,411 
   2,123 

   
Current portion of long-term debt  

   381 
   375 

   
Total current liabilities  

   81,812 
   85,493 

   
Deferred income taxes  

   1,349 
   1,048 

   
Long-term debt  

   209,107 
   229,205 

   
Other non-current liabilities  

   3,357 
   3,527 

   
Shareholders’ equity  

   251,345 
   248,587 

   
Total liabilities and shareholders’ equity  

   $ 546,970 
   $ 567,860 

   



   
Veeco Instruments Inc. and Subsidiaries  

Condensed Consolidated Statements of Cash Flows  
(In thousands)  
(Unaudited)  

   

   
Non-Cash Items  
   

During the three months ended March 31, 2006, the Company had non-cash items excluded from the Condensed Consolidated 
Statements of Cash Flows of approximately $0.5 million, which consisted of the transfer of fixed assets to inventory and the write-down of 
capitalized debt issuance costs related to extinguished debt. During the three months ended March 31, 2005, the Company had non-cash items 
of approximately $1.5 million, which consisted of the transfer of fixed assets to inventory.  

   
See accompanying notes.  
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      Three Months Ended March 31,  
   

      2006  
   2005  

   
                
Operating Activities  

             
Net loss  

   $ (242 )  $ (4,702 )  
Adjustments to reconcile net loss to net cash provided by operating activities:  

             
Depreciation and amortization  

   7,315 
   7,735 

   
Deferred income taxes  

   155 
   52 

   
Gain on extinguishment of debt  

   (330 )  —
   

Compensation expense for stock options and restricted stock  
   189 

   —
   

Other  
   —

   3 
   

Changes in operating assets and liabilities:  
             

Accounts receivable  
   11,496 

   11,408 
   

Inventories  
   (2,797 )  5,372 

   
Accounts payable  

   2,761 
   (1,795 )  

Accrued expenses, deferred profit and other current liabilities  
   (4,716 )  (1,815 )  

Other, net  
   (1,677 )  (1,874 )  

Net cash provided by operating activities  
   12,154 

   14,384 
   

                
Investing Activities  

             
Capital expenditures  

   (3,475 )  (1,838 )  
Payments for net assets of businesses acquired  

   (2,012 )  (15,038 )  
Proceeds from sale of property, plant and equipment and assets held for sale  

   10 
   2,178 

   
Net purchases of investments  

   (39 )  (18 )  
Net cash used in investing activities  

   (5,516 )  (14,716 )  
                
Financing Activities  

             
Proceeds from stock issuance  

   2,108 
   127 

   
Repayments of long-term debt  

   (19,492 )  (87 )  
Net cash used in financing activities  

   (17,384 )  40 
   

Effect of exchange rates on cash and cash equivalents  
   (214 )  692 

   
Net change in cash and cash equivalents  

   (10,960 )  400 
   

Cash and cash equivalents at beginning of period  
   124,499 

   100,276 
   

Cash and cash equivalents at end of period  
   $ 113,539 

   $ 100,676 
   



   
VEECO INSTRUMENTS INC. AND SUBSIDIARIES  

Notes to Condensed Consolidated Financial Statements (Unaudited)  
   

Note 1—Basis of Presentation  
   

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with accounting 
principles generally accepted in the United States for interim financial information and with the instructions to Form 10-Q and Article 10 of 
Regulation S-X. Accordingly, they do not include all of the information and footnotes required by U.S. generally accepted accounting 
principles for complete financial statements. In the opinion of management, all adjustments considered necessary for a fair presentation 
(consisting of normal recurring accruals) have been included. Operating results for the three months ended March 31, 2006, are not necessarily 
indicative of the results that may be expected for the year ending December 31, 2006. For further information, refer to the financial statements 
and footnotes thereto included in the Company’s Annual Report on Form 10-K for the year ended December 31, 2005.  

   
Loss Per Share  
   

Net loss per common share is computed using the weighted average number of common shares outstanding during the period. The 
effect of approximately 574,000 and 197,000 common equivalent shares for the three months ended March 31, 2006 and 2005, respectively, 
were anti-dilutive, and therefore are not included in the weighted average shares outstanding.  

   
In addition, the effect of the assumed conversion of subordinated convertible debentures into approximately 5.2 million and 5.7 

million common equivalent shares is antidilutive for the three months ended March 31, 2006 and 2005, respectively, and therefore is not 
included in the weighted average shares outstanding.  

   
Stock-Based Compensation  
   

As of March 31, 2006, the Company had four stock option plans, which are described more fully in Note 2. In addition, the Company 
assumed certain stock option plans and agreements in connection with various acquisitions, as discussed in Note 2. Prior to 2006, the Company 
accounted for these stock option plans under the recognition and measurement principles of Accounting Principles Board (“APB”) Opinion 
No. 25, Accounting for Stock Issued to Employees, and related interpretations and generally, no compensation expense was reflected in net loss 
as all options granted under those plans had an exercise price equal to the market value of the underlying common stock on the date of grant. 
Effective January 1, 2006, the Company adopted SFAS No. 123(R), Share-Based Payment , which is a revision of SFAS No. 123, Accounting 
for Stock-Based Compensation , supersedes APB No. 25 and amends SFAS No. 95, Statement of Cash Flows . Generally, the approach in 
SFAS No. 123(R) is similar to the approach described in SFAS No. 123. However, SFAS No. 123(R) requires all share-based payments to 
employees, including grants of employee stock options, to be recognized in the income statement based on their fair values. Pro forma 
disclosure is no longer an alternative. SFAS No. 123(R) was adopted using the modified prospective method of application, which requires 
Veeco to recognize compensation expense on a prospective basis. Therefore, prior period financial statements have not been restated. Under 
this method, in addition to reflecting compensation expense for new share-based awards, expense is also recognized to reflect the remaining 
service period of awards that had been included in the pro forma disclosures in prior periods. SFAS No. 123(R) also requires the benefits of tax 
deductions in excess of recognized compensation cost to be reported as a financing cash flow, rather than as an operating cash flow as required 
under previous accounting literature. This requirement has the effect of reducing consolidated net operating cash flows and increasing 
consolidated net financing cash flows in periods after adoption. For the three months ended March 31, 2006, the Company did not recognize 
any amount of consolidated financing cash flows for such excess tax deductions.  

   
Total stock-based compensation expense is attributable to the remaining requisite service periods of stock options and restricted 

common stock awards. For the three months ended March 31, 2006, there were no new share-based awards granted. The impact of adopting  
SFAS No. 123(R) was a charge of $0.1 million or less than $0.01 per diluted share for the three months ended March 31, 2006. As of March 
31, 2006, the total unrecognized compensation cost related to nonvested stock awards and option awards is $0.6 million and $1.1 million, 
respectively, and the related weighted average period over which it is expected that such unrecognized compensation costs will be recognized 
is approximately 2.6 years. The impact of future share-based awards will depend on levels of share-based payments granted in the future and, 
therefore, cannot be predicted at this time.  
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Prior to the Company’s adoption of SFAS No. 123(R), SFAS No. 123 required that the Company provide pro forma information 

regarding net loss and loss per share as if compensation cost for the Company’s stock-based awards had been determined in accordance with 
the fair value method prescribed therein. The following table illustrates the effect on net loss and net loss per share if the Company had applied 
the fair value recognition provisions, under which compensation expense would be recognized as incurred, of SFAS No. 123, to stock-based 
employee compensation.  

   

   
Recent Accounting Pronouncements  
   

In November 2004, the FASB issued SFAS No. 151, Inventory Costs- an amendment to ARB No. 43, Chapter 4. SFAS No. 151 
clarifies the accounting for abnormal amounts of idle facility expense, freight, handling costs, and wasted material (spoilage). This Statement 
requires that those items be recognized as current-period charges regardless of whether they meet the criterion of “so abnormal,” as previously 
stated in ARB No. 43. In addition, this Statement requires that the allocation of fixed production overheads to the costs of conversion be based 
on the normal capacity of the production facilities. The provisions of this Statement are effective for inventory costs incurred during fiscal 
years beginning after June 15, 2005. The Company adopted this Statement on January 1, 2006 and such adoption did not result in a significant 
impact on the Company’s consolidated financial position or results of operations.  

   
Note 2—Share-Based Payments  
   
Option Plans  
   

The Company has four stock option plans. The Veeco Instruments Inc. 2000 Stock Incentive Plan, as amended, (the “2000 Plan”), was 
approved by the Board of Directors and shareholders in May 2000. The 2000 Plan provides for the grant to officers and key employees of up to 
8,530,000 options (2,049,307 options are available for future grants as of March 31, 2006) to purchase shares of common stock of the 
Company. Stock options granted pursuant to the 2000 Plan expire after seven years and generally become exercisable over a three-year period 
following the grant date. However, grants made under the 2000 Plan between June 17, 2005 and December 23, 2005 became exercisable on or 
before December 31, 2005, and are subject to a resale restriction which provides that the shares issuable upon exercise of the option may not be 
transferred prior to the second anniversary of the option grant date. In addition, the 2000 Plan provides for automatic annual grants of restricted 
stock to each member of the Board of Directors of the Company who is not an employee of the Company. Up to 1,700,000 of the awards 
authorized under the 2000 Plan may be issued in the form of restricted stock. In October 2005, the Company granted 45,000 shares of restricted 
common stock, resulting in stock-based compensation expense of approximately $0.1 million or ($0.0) per common share for the three months 
ended March 31, 2006. These shares of restricted common stock vest over three years and will result in additional stock-based compensation 
expense of approximately $0.6 million.  

   
The Veeco Instruments Inc. 2000 Stock Option Plan for Non-Officer Employees (the “Non-Officer Plan”) was approved by the Board 

of Directors in October 2000. The Non-Officer Plan provides for the grant of stock options to non-officer employees to purchase shares of 
common stock of the Company. Stock options granted pursuant to the Non-Officer Plan become exercisable over a three-year period following 
the grant date and expire after seven years.  

   
The Veeco Instruments Inc. Amended and Restated 1992 Employees’ Stock Option Plan (the “1992 Plan”) provides for the grant to 

officers and key employees of stock options to purchase shares of common stock of the Company. Stock options granted pursuant to the 1992 
Plan become exercisable over a three-year period following the grant date and expire after ten years.  

   
9  

 

      
Three Months Ended  

March 31, 2005  
   

      
(In thousands, except per  

share amounts)  
   

           
Net loss, as reported  

   $ (4,702 )  
Deduct: Total stock-based employee compensation expense determined under fair 

value based method for all awards, net of related tax effects  
   (4,042 )  

Pro forma net loss  
   $ (8,744 )  

           
Net loss per common share:  

        
Net loss per common share, as reported  

   $ (0.16 )  
Net loss per common share, pro forma  

   $ (0.29 )  



   
The Veeco Instruments Inc. 1994 Stock Option Plan for Outside Directors, as amended, (the “Directors’ Option Plan”), provides for 

automatic annual grants of stock options to each member of the Board of Directors of the Company who is not an employee of the Company. 
Such options are exercisable immediately and expire after ten years.  

   
The Non-Officer Plan, the 1992 Plan and the Directors’ Option Plan have been frozen; and, thus, there are no options available for 

future grant as of March 31, 2006 under these plans.  
   
In addition to the four plans, the Company assumed certain stock option plans and agreements relating to the merger in September 

2001with Applied Epi, Inc. (“Applied Epi”). These stock option plans do not have options available for future grants and expire after ten years 
from the date of grant. Options granted under two of the plans vested over three years and options granted under one of the plans vested 
immediately. As of March 31, 2006, there are 208,093 options outstanding under the various Applied Epi plans. In addition, Veeco assumed 
certain warrants related to Applied Epi, which were in effect prior to the merger with Veeco. These warrants expired in February 2006. In 
May 2000, the Company assumed certain stock option plans and agreements related to CVC, Inc. and Commonwealth Scientific Corporation, a 
subsidiary of CVC, Inc., which were in effect prior to the merger with Veeco. These plans do not have options available for future grants, the 
options granted thereunder generally vested over a three-to-five year period and expire five to ten years from the date of grant. As of March 31, 
2006, there are 9,438 options outstanding under the various CVC, Inc. and Commonwealth Scientific Corporation plans.  

   
With the adoption of SFAS No. 123(R) on January 1, 2006, the Company is required to record the fair value of stock-based 

compensation awards as an expense. In order to determine the fair value of stock options on the date of grant, the Company applies the Black-
Scholes option-pricing model. Inherent in the model are assumptions related to expected stock-price volatility, option life, risk-free interest rate 
and dividend yield. While the risk-free interest rate and dividend yield are less subjective assumptions, typically based on factual data derived 
from public sources, the expected stock-price volatility and option life assumptions require a level of judgment which make them critical 
accounting estimates.  

   
For the three months ended March 31, 2006, there were no new options granted. Beginning in the fourth quarter of 2005, the Company 

used an expected stock-price volatility assumption that is a combination of both historical and implied volatilities of the underlying stock, 
which are obtained from public data sources. Prior to that time, the Company based this assumption solely on historical volatility.  

   
With regard to the weighted-average option life assumption, the Company considers the exercise behavior of past grants and models 

the pattern of aggregate exercises.  
   
The fair value of each option grant that was unvested as of January 1, 2006, was estimated on the date of grant using the Black-

Scholes option-pricing model with the following assumptions:  
   

   
A summary of the Company’s stock option plans as of and for the three months ended March 31, 2006 is presented below:  

   

   
The weighted-average grant date fair value of stock options granted for the three months ended March 31, 2005 was $7.39. The total 

intrinsic value of stock options exercised during the three months ended March 31, 2006 and 2005 was $0.4 million and $0.1 million, 
respectively.  
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Weighted-average expected stock-price volatility  
   60 % 

   

Weighted-average expected option life  
   4 years 

   

Average risk-free interest rate  
   3.64 % 

   

Average dividend yield  
   0 % 

   

      
Shares  
(000’s)  

   

Weighted-
Average  
Exercise  

Price  
   

Aggregate  
Intrinsic Value  

(000s)  
   

Weighted-  
Average  

Remaining  
Contractual Life  

(in years)  
   

Outstanding at beginning of year  
   7,834 

   $  24.81 
             

Granted  
   —

   —
             

Exercised  
   (119 )  17.71 

             
Forfeited (including cancelled options)  

   (210 )  24.65 
             

Outstanding at March 31, 2006  
   7,505 

   $  24.92 
   $  21,430 

   3.7 
   

                         
Options exercisable at March 31, 2006  

   7,341 
   $  25.11 

   $  20,319 
   3.7 

   



   
The following table summarizes information about stock options outstanding at March 31, 2006:  
   

   
On April 12, 2005, the Compensation Committee (the “Committee”) of the Company’s Board of Directors approved the acceleration 

of vesting for unvested, out-of-the-money stock options granted under the Company’s stock option plans prior to September 1, 2004.  An 
option was considered out-of-the-money if the option exercise price was greater than the closing price of the Company’s common stock on the 
NASDAQ National Market on April 11, 2005 ($15.26), the last trading day before the Committee approved the acceleration.  As a result of this 
action, options to purchase approximately 2,522,000 shares of the Company’s common stock became immediately exercisable, including 
options held by the Company’s executive officers to purchase approximately 852,000 shares of common stock.  The weighted average exercise 
price of the options for which vesting was accelerated was $21.24.  

   
The purpose of the accelerated vesting was to avoid future compensation expense associated with these options that the Company 

would otherwise recognize in its Consolidated Statements of Operations upon the adoption of SFAS No. 123(R) (see Note 1). In addition, 
many of these options had exercise prices significantly in excess of current market values and were not providing an effective means of 
employee retention and incentive compensation.  Based on the Company’s implementation date for SFAS No. 123(R) of January 1, 2006, the 
Company will not incur future compensation expense of approximately $7.9 million in 2006 and $3.6 million in 2007.  

   
Employee Stock Purchase Plan  
   

Under the Veeco Instruments Inc. Amended and Restated Employee Stock Purchase Plan (the “ESP Plan”), the Company is 
authorized to issue up to 2,000,000 shares of common stock to its full-time domestic employees, nearly all of whom are eligible to participate. 
Under the terms of the ESP Plan, employees can choose to have up to 10% of their annual base earnings withheld to purchase the Company’s 
common stock. The purchase price of the stock as of December 31, 2005 was 95% of the end-of-offering period market price and qualifies as a 
noncompensatory employee stock purchase plan under Section 423 of the Internal Revenue Code.  

   
Shares Reserved for Future Issuance  
   

As of March 31, 2006, the Company has reserved the following shares for future issuance related to:  
   

   
Preferred Stock  
   

The Board of Directors of the Company has authority under the Company’s Certificate of Incorporation to issue shares of preferred 
stock with voting and economic rights to be determined by the Board or Directors.  
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      Options Outstanding  
   Options Exercisable  

  

Range of Exercise Prices  
   

Number  
Outstanding at  
March 31, 2006  

(000’s)  
   

Weighted-  
Average  

Remaining  
Contractual Life  

(in years)  
   

Weighted-  
Average  

Exercise Price  
   

Number  
Outstanding at  
March 31, 2006  

(000’s)  
   

Weighted-  
Average  

Exercise Price  
  

$ 0.27  
   104 

   4.8 
   $ 0.27 

   104 
   $ 0.27 

  

8.59-12.11  
   21 

   2.2 
   10.55 

   21 
   10.55 

  

13.10-19.54  
   1,927 

   5.0 
   15.99 

   1,792 
   16.03 

  

19.77-29.50  
   3,159 

   4.0 
   22.27 

   3,130 
   22.27 

  

29.69-43.75  
   2,109 

   2.2 
   36.10 

   2,109 
   36.10 

  

46.50-67.45  
   183 

   3.2 
   51.21 

   183 
   51.21 

  

70.93-72.00  
   2 

   4.2 
   71.51 

   2 
   71.51 

  
   

   7,505 
   3.7 

   $ 24.92 
   7,341 

   $ 25.11 
  

Issuance upon exercise of stock options and issuance of restricted stock  
   9,553,819 

   
Issuance upon conversion of subordinated debt  

   5,193,456 
   

Issuance of shares pursuant to the ESP Plan  
   1,457,955 

   
Total shares reserved  

   16,205,230 
   



   
Note 3—Balance Sheet Information  
   
Inventories  
   

Interim inventories have been determined by lower of cost (principally first-in, first-out) or market. Inventories consist of:  
   

   

   
Accrued Warranty  
   

The Company estimates the costs that may be incurred under the warranty it provides and recognizes a liability in the amount of such 
costs at the time the related revenue is recognized. Factors that affect the Company’s warranty liability include product failure rates, material 
usage and labor costs incurred in correcting product failures during the warranty period. The Company periodically assesses the adequacy of its 
recognized warranty liability and adjusts the amount as necessary. Changes in the Company’s warranty liability during the period are as 
follows:  

   

   
Note 4—Segment Information  
   

During the three months ended March 31, 2006, the Company changed its management structure in a manner that caused the 
composition of its reportable segments to change. The Company currently manages the business, reviews operating results and assesses 
performance, as well as allocates resources, based upon two separate reporting segments. The Company merged the former Ion Beam and 
Mechanical Process Equipment segment and the Epitaxial Process Equipment segment into one reporting segment. The new Process 
Equipment segment combines the etch, deposition, dicing and slicing products sold mostly to data storage customers and the molecular beam 
epitaxy and metal organic chemical vapor deposition products primarily sold to high brightness light emitting diode and wireless 
telecommunications customers. This segment includes production facilities in Plainview, New York, Ft. Collins, Colorado, Camarillo, 
California, St. Paul, Minnesota and Somerset, New Jersey. The Metrology segment remains unchanged and represents equipment that is used to 
provide critical surface measurements on products such as semiconductor devices and thin film magnetic heads and includes Veeco’s broad 
line of atomic force microscopes, optical interferometers and stylus profilers sold to semiconductor customers, data storage customers and 
thousands of research facilities and scientific centers. This segment includes production facilities in Santa Barbara, California and Tucson, 
Arizona. Accordingly, the Company has restated segment information for the prior period presented.  

   
The Company evaluates the performance of its reportable segments based on income or loss from operations before interest, income 

taxes and amortization (“EBITA”). The accounting policies of the reportable segments are the same as those described in the summary of 
significant accounting policies. Costs excluded from segment profit primarily consist of interest, amortization, income taxes, corporate 
expenses, as well as other unusual charges for purchased in-process technology, restructuring and asset impairment charges and merger-related 
costs. Corporate expenses are comprised primarily of general and administrative expenses.  
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      March 31, 2006  
   December 31, 2005  

   
      (In thousands)  

   
                
Raw materials  

   $  47,281 
   $  45,357 

   
Work in progress  

   31,894 
   33,307 

   
Finished goods  

   12,894 
   10,240 

   
   

   $  92,069 
   $  88,904 

   

      Three Months Ended March 31,  
   

      2006  
   2005  

   
      (In thousands)  

   
                
Balance as of January 1  

   $ 6,671 
   $ 6,771 

   
Warranties issued during the period  

   1,637 
   1,693 

   
Settlements made during the period  

   (1,786 )  (1,973 ) 
Balance as of March 31  

   $ 6,522 
   $ 6,491 

   



   
The following tables present certain data pertaining to the reportable product segments of the Company and a reconciliation of EBITA 

to (loss) income before income taxes for the three months ended March 31, 2006 and 2005 and goodwill and total assets as of March 31, 2006 
and December 31, 2005 (in thousands):  
   
   

   

   
Corporate total assets are comprised principally of cash at March 31, 2006 and December 31, 2005.  
   

Note 5—Comprehensive Income (Loss)  
   

Total comprehensive income (loss) was $0.5 million and ($6.3) million for the three months ended March 31, 2006 and 2005, 
respectively. For the three months ended March 31, 2006 and 2005, respectively, the Company’s comprehensive income (loss) is comprised of 
net loss and foreign currency translation adjustments. The Company had no other sources affecting comprehensive income (loss) during these 
periods.  

   
Note 6—Other Matters  
   

As of March 31, 2006, the Company has outstanding $200.0 million of 4.125% convertible subordinated notes. During the three 
months ended March 31, 2006, the Company repurchased $20.0 million of its notes, reducing the amount outstanding from $220.0 million to 
$200.0 million. The repurchase amount was $19.5 million in cash, of which $19.4 million related to principal and $0.1 million related to 
accrued interest. As a result of the repurchase, the Company recorded a gain from the early extinguishment of debt in the amount of $0.6 
million, offset by a $0.3 million proportionate reduction in the related deferred financing costs for a net gain of $0.3 million.  
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Process  

Equipment  
   Metrology  

   

Unallocated  
Corporate  
Amount  

   Total  
   

Three Months Ended March 31, 2006  
                       

Net sales  
   $ 53,191 

   $ 40,727 
   $ —

   $ 93,918 
   

Income (loss) before interest, taxes, amortization and certain 
charges (EBITA)  

   1,876 
   5,612 

   (1,834 )  5,654 
   

Interest expense, net  
   —

   —
   1,378 

   1,378 
   

Amortization expense  
   3,288 

   454 
   273 

   4,015 
   

Other items  
   —

   —
   (330 )  (330 ) 

(Loss) income before income taxes  
   (1,412 )  5,158 

   (3,155 )  591 
   

                         
Three Months Ended March 31, 2005  

                       
Net sales  

   50,362 
   43,488 

   —
   93,850 

   
(Loss) income before interest, taxes, amortization and certain 

charges (EBITA)  
   (2,702 )  7,762 

   (2,425 )  2,635 
   

Interest expense, net  
   —

   —
   2,146 

   2,146 
   

Amortization expense  
   3,594 

   581 
   315 

   4,490 
   

(Loss) income before income taxes  
   (6,296 )  7,181 

   (4,886 )  (4,001 ) 

      
Process  

Equipment  
   Metrology  

   

Unallocated  
Corporate  
Amount  

   Total  
   

As of March 31, 2006  
                       

Goodwill  
   $ 70,254 

   $ 29,368 
   $ —

   $ 99,622 
   

Total assets  
   289,079 

   134,086 
   123,805 

   546,970 
   

                         
As of December 31, 2005  

                       
Goodwill  

   70,254 
   29,368 

   —
   99,622 

   
Total assets  

   300,617 
   132,928 

   134,315 
   567,860 

   



   
In conjunction with a cost reduction plan announced by the Company in October 2005, the Company recognized a restructuring 

charge of approximately $1.2 million in the fourth quarter of 2005. The $1.2 million charge consisted of personnel severance costs for 
approximately 37 employees which included management, administration and manufacturing employees located at the Company’s Plainview, 
New York, Camarillo, California, and Somerset, New Jersey Process Equipment operations and the Santa Barbara, California Metrology 
operations. As of March 31, 2006, approximately $0.7 million has been paid and approximately $0.5 million remains in accrued expenses. The 
remainder is expected to be paid by the fourth quarter of 2006.  

   
A reconciliation of the liability for the 2005 restructuring charge for severance costs is as follows (in millions):  
   

   
Note 7— Subsequent Event and Related Party Transaction  

   
In May 2006, Veeco invested $0.5 million to purchase 19.9% of the common stock of Fluens Corporation (“Fluens”).  Approximately 

31% of Fluens is owned by a Vice President and General Manager of Veeco.  Veeco and Fluens plan to jointly develop a next-generation 
process for high-rate deposition of aluminum oxide for data storage applications.  If this development is successful and upon the satisfaction of 
certain additional conditions, Veeco will be obligated to buy the balance of the outstanding stock of Fluens for $3.0 million plus an earn-out.  
In April 2006, Veeco issued a $0.8 million purchase order to Fluens for a reactive sputtering deposition system.  Veeco had advanced 
approximately $0.1 million against this purchase order in March 2006.  
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Process  

Equipment  
   Metrology  

   
Unallocated  
Corporate  

   Total  
  

Charged to accrual  
   $ 0.8 

   $ 0.4 
   $ —

   $ 1.2 
  

Cash payments during 2005  
   0.2 

   0.1 
   —

   0.3 
  

Balance as of December 31, 2005  
   0.6 

   0.3 
   —

   0.9 
  

Cash payments during the three months ended March 31, 2006  
   0.3 

   0.1 
   —

   0.4 
  

Balance as of March 31, 2006  
   $ 0.3 

   $ 0.2 
   $ —

   $ 0.5 
  



   
Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.  
   
Executive Summary:  
   

Veeco designs, manufactures, markets and services a broad line of equipment primarily used by manufacturers in the data storage, 
scientific and industrial research, semiconductor, high-brightness light emitting diode (“HB-LED”) and wireless industries. These industries 
help create a wide range of information age products such as computer integrated circuits, personal computers, hard disk drives, network 
servers, digital cameras, wireless phones, TV set-top boxes, personal music/video players and personal digital assistants. Our broad line of 
products features leading edge technology and allows customers to improve time-to-market of their next generation products. Veeco’s products 
are also enabling advancements in the growing fields of nanoscience, nanobiology and other areas of scientific and industrial research.  

   
The Company currently manages the business, reviews operating results and assesses performance, as well as allocates resources, 

based upon two separate reporting segments. As of January 1, 2006, the Company merged the former Ion Beam and Mechanical Process 
Equipment segment and the Epitaxial Process Equipment segment into one reporting segment. The new Process Equipment segment combines 
the etch, deposition, dicing and slicing products sold mostly to data storage customers and the molecular beam epitaxy (“MBE”) and metal 
organic chemical vapor deposition (“MOCVD”) products primarily sold to HB-LED and wireless telecommunications customers. The 
Metrology segment remains unchanged and represents equipment that is used to provide critical surface measurements on products such as 
semiconductor devices and thin film magnetic heads and includes Veeco’s broad line of atomic force microscopes (“AFMs”), optical 
interferometers and stylus profilers sold to semiconductor customers, data storage customers and thousands of research facilities and scientific 
centers. This equipment allows customers to monitor their products throughout the manufacturing process in order to improve yields, reduce 
costs and improve product quality. Our metrology solutions are also key research instruments used by many universities, scientific laboratories 
and industrial applications.  

   
We currently maintain manufacturing facilities in Arizona, California, Colorado, Minnesota, New Jersey and New York, with sales 

and service locations around the world. Each of our products is currently manufactured in only one location, as we believe that the 
technological know-how and precision needed to make each of our products requires specialized expertise.  

   
Highlights of the First Quarter of 2006:  
   

•                                           Sales were flat at $93.9 million compared with the first quarter of 2005.  
•                                           Orders were $126.7 million, up 28% compared to the first quarter of 2005.  
•                                           Gross margin was 44.5%, up 4.5 percentage points compared to the first quarter of 2005.  
•                                           Net loss of ($0.2) million or ($0.01) per share, compared with a net loss of ($4.7) million or ($0.16) per share in the first 

quarter of 2005.  
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Current Business Conditions/Outlook:  
   

In the first quarter of 2006, Veeco reported sales of $93.9 million, flat compared with prior year first quarter sales. As anticipated, 
revenues were down sequentially from the $112.8 million reported in the fourth quarter of 2005, as a result of the Company’s low order rate of 
$84.6 million during the third quarter of 2005.  

   
Veeco’s first quarter 2006 bookings were $126.7 million, reflecting double digit market growth in data storage and in HB-

LED/wireless. First quarter orders were the highest quarterly level the Company has experienced in five years. Within the  strong order rate, 
Veeco’s data storage orders increased 55% from the prior year to a record $70.4 million. Another area of strength was in HB-LED/wireless, 
which reported orders of $24.3 million, up 74% from the prior year. The strong first quarter 2006 order rate reflects market growth in 
embedded storage for consumer electronic applications, the hard drive industry’s investment in capacity requirements as well as technology 
changes such as perpendicular recording, and the beginning of HB-LED backlighting for emerging applications such as flat panel televisions.  

   
In 2006, Veeco is continuing its strategy for growth as well as its focus on improving profitability and gross margin performance. For 

the remainder of 2006, the Company currently anticipates positive market conditions across core markets (data storage, HB-LED/wireless, 
semiconductor and scientific research), which, combined with significant new product introductions expected from both the Process Equipment 
and Metrology business units, should provide an opportunity for revenue growth. Veeco has forecasted that revenues will grow 8-10% in 2006 
to $440-$450 million. In addition, consumer spending on many types of electronics has increased and various worldwide regions, such as the 
Asia Pacific region, are experiencing growth. The Company reviews a number of indicators to predict the strength of its markets going 
forward. These include plant utilization trends, capacity requirements and capital spending trends. At the beginning of 2006, many of these 
trends appear positive.  

   
Technology changes are continuing in all of Veeco’s markets: the continued increase of 80 GB hard drives and investment in 120 GB 

hard drives in data storage; the increased use of “mini” drives in consumer electronic applications; the increased use of Veeco’s automated 
AFMs for 65 nanometer and below semiconductor applications; the opportunity for Veeco’s MOCVD and MBE products to further penetrate 
the emerging wireless and HB-LED markets. Veeco believes that these changes, together with the continued funding of nanoscience research, 
will prompt our customers to seek our next-generation solutions to address their manufacturing and technology challenges.  

   
The Company’s goal is to continue to increase gross margins in 2006, with improvements in both Process Equipment and Metrology. 

Veeco has forecasted that gross margins will increase three percentage points from 42% in 2005 to approximately 45% in 2006. Veeco 
anticipates that progress in this area will continue to come from the introduction of new products with higher gross margins, as well as 
activities such as better supply chain management, including outsourcing of new products and development of common hardware and software 
platforms.  
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Results of Operations:  
   
Three Months Ended March 31, 2006 and 2005  
   

The following tables show selected items of Veeco’s Consolidated Statements of Operations, percentages of sales and comparisons 
between the three months ended March 31, 2006 and 2005 and the analysis of sales and orders for the same periods by segment, industry and 
regions (in thousands):  
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      Three Months ended  
   Dollar  

   
      March 31,  

   Change  
   

      2006  
   2005  

   Year to Year  
   

                               
Net sales  

   $ 93,918 
   100.0 %  $ 93,850 

   100.0 %  $ 68 
   

Cost of sales  
   52,149 

   55.5 
   56,318 

   60.0 
   (4,169 ) 

Gross profit  
   41,769 

   44.5 
   37,532 

   40.0 
   4,237 

   
Operating expenses:  

                            
Selling, general and administrative expense  

   21,330 
   22.7 

   20,171 
   21.5 

   1,159 
   

Research and development expense  
   14,586 

   15.5 
   14,824 

   15.8 
   (238 ) 

Amortization expense  
   4,015 

   4.3 
   4,490 

   4.8 
   (475 ) 

Other expense (income), net  
   199 

   0.2 
   (98 )  (0.1 )  297 

   
Total operating expenses  

   40,130 
   42.7 

   39,387 
   42.0 

   743 
   

Operating income (loss)  
   1,639 

   1.8 
   (1,855 )  (2.0 )  3,494 

   
Interest expense, net  

   1,378 
   1.5 

   2,146 
   2.3 

   (768 ) 
Gain on extinguishment of debt  

   (330 )  (0.3 )  —
   —

   (330 ) 
Income (loss) before income taxes  

   591 
   0.6 

   (4,001 )  (4.3 )  4,592 
   

Income tax provision  
   833 

   0.9 
   701 

   0.7 
   132 

   
Net loss  

   $ (242 )  (0.3 )%  $ (4,702 )  (5.0 )%  $ 4,460 
   

      Sales  
   Orders  

   
Book to Bill  

Ratio  
   

      
Three Months ended  

March 31,  
   

Dollar and Percentage   
Change  

Year to Year  
   

Three Months ended  
March 31,  

   
Dollar and Percentage  

Change  
Year to Year  

      
      2006  

   2005  
      2006  

   2005  
      2006  

   2005  
   

                                                       
Segment Analysis  

                                                     
Process Equipment  

   $  53,191 
   $  50,362 

   $  2,829 
   5.6 %  $  83,493 

   $  55,425 
   $  28,068 

   50.6 %  1.57 
   1.10 

   
Metrology  

   40,727 
   43,488 

   (2,761 )  (6.3 )  43,201 
   43,512 

   (311 )  (0.7 )  1.06 
   1.00 

   
Total  

   $  93,918 
   $  93,850 

   $  68 
   0.1 %  $  126,694 

   $  98,937 
   $  27,757 

   28.1 %  1.35 
   1.05 

   
                                                       
Industry Analysis  

                                                     
Data Storage  

   $  40,083 
   $  25,615 

   $  14,468 
   56.5 %  $  70,386 

   $  45,303 
   $  25,083 

   55.4 %  1.76 
   1.77 

   
HB-LED/wireless  

   15,096 
   22,304 

   (7,208 )  (32.3 )  24,327 
   13,967 

   10,360 
   74.2 

   1.61 
   0.63 

   
Semiconductor  

   11,309 
   17,354 

   (6,045 )  (34.8 )  10,098 
   14,428 

   (4,330 )  (30.0 )  0.89 
   0.83 

   
Research and Industrial  

   27,430 
   28,577 

   (1,147 )  (4.0 )  21,883 
   25,239 

   (3,356 )  (13.3 )  0.80 
   0.88 

   
Total  

   $  93,918 
   $  93,850 

   68 
   0.1 %  $  126,694 

   $  98,937 
   $  27,757 

   28.1 %  1.35 
   1.05 

   
                                                       
Regional Analysis  

                                                     
US  

   $  32,201 
   $  32,760 

   $  (559 )  (1.7 )%  $  36,576 
   $  37,264 

   $  (688 )  (1.8 )%  1.14 
   1.14 

   
Europe  

   18,355 
   21,194 

   (2,839 )  (13.4 )  17,168 
   9,974 

   7,194 
   72.1 

   0.94 
   0.47 

   
Japan  

   15,001 
   14,215 

   786 
   5.5 

   11,578 
   17,351 

   (5,773 )  (33.3 )  0.77 
   1.22 

   
Asia-Pacific  

   28,361 
   25,681 

   2,680 
   10.4 

   61,372 
   34,348 

   27,024 
   78.7 

   2.16 
   1.34 

   
Total  

   $  93,918 
   $  93,850 

   $  68 
   0.1 %  $ 126,694 

   $  98,937 
   $  27,757 

   28.1 %  1.35 
   1.05 

   



   
Net sales of $93.9 million for the first quarter of 2006 were flat compared to the first quarter of 2005. By segment, process equipment 

sales were up $2.8 million or 5.6%. The increase in process equipment sales is primarily due to an increase in the production of data storage 
devices. Metrology sales decreased $2.8 million primarily due to decreased AFM sales to the semiconductor, research and industrial markets. 
By region, sales in Asia Pacific improved by 10.4%, while sales in Europe declined by 13.4%. The Company believes that there will continue 
to be quarter-to-quarter variations in the geographic distribution of sales.  
   

Orders of $126.7 million for the first quarter of 2006 increased by $27.8 million, or 28.1%, from the comparable 2005 period. By 
segment, the 50.6% increase in process equipment orders was primarily driven by the continued strong data storage industry conditions 
resulting from the expanded use of hard drives in consumer electronics as well as improved conditions in the HB-LED/ wireless market. The 
0.7% decrease in metrology orders was due to a $3.3 million decrease in AFM products resulting from a delay in system orders, offset by a 
$3.0 million increase in optical metrology products resulting from the strength of the data storage market.  

   
The Company’s book-to-bill ratio for the first quarter of 2006, which is calculated by dividing orders received in a given time period 

by revenue recognized in the same time period was 1.35. The Company’s backlog as of March 31, 2006 is $138.1 million. During the quarter 
ended March 31, 2006, the Company experienced backlog adjustments and order cancellations of $8.8 million, primarily in the HB-
LED/wireless industry for MOCVD products. The Company also experienced rescheduling of order delivery dates by customers. Due to 
changing business conditions and customer requirements, the Company may continue to experience cancellations and/or rescheduling of 
orders.  

   
Gross profit for the quarter ended March 31, 2006, was 44.5%, as compared to 40.0% in the first quarter of 2005. Process equipment 

gross margins increased from 29.8% to 38.0% primarily due to an increase in sales volume of $2.8 million, favorable product mix, cost 
reductions and improved supply chain management which included outsourcing. Metrology gross margins increased to 52.9% from 51.8% 
principally due to better product mix.  

   
Selling, general and administrative expenses were $21.3 million, or 22.7% of sales in the first quarter of 2006, compared with $20.2 

million, or 21.5% in the first quarter of 2005. The $1.1 million increase is primarily attributable to increased selling expenses related to new 
product initiatives as well as increased investment in Asia Pacific due to expanding business in this region.  

   
Research and development expense totaled $14.6 million in the first quarter of 2006, a decrease of $0.2 million from the first quarter 

of 2005, primarily due to the timing of new product development efforts. As a percentage of sales, research and development decreased in the 
first quarter of 2006 to 15.5% from 15.8% for the first quarter of 2005.  

   
Amortization expense totaled $4.0 million in the first quarter of 2006 compared with $4.5 million in the first quarter of 2005 due to 

certain intangible assets becoming fully amortized.  
   
Other expense (income), net, totaled $0.2 million for the first quarter of 2006 compared to ($0.1) million in the first quarter of 2005. 

The change is primarily due to foreign currency exchange losses.  
   
During the first quarter of 2006, the Company repurchased $20.0 million aggregate principal amount of its 4.125% convertible 

subordinated notes. As a result of this repurchase, the amount of convertible subordinated notes outstanding was reduced to $200.0 million, and 
the Company recorded a gain from the early extinguishment of debt in the amount of $0.6 million, offset by a $0.3 million proportionate 
reduction in the related deferred financing costs for a net gain of $0.3 million.  

   
Net interest expense in the first quarter of 2006 was $1.4 million compared to $2.1 million in the first quarter of 2005. This reduction 

was due to an increase in interest rates and higher cash balances invested during the first quarter of 2006 compared to the first quarter of 2005.  
   
Income tax provision for the quarter ended March 31, 2006 was $0.8 million as compared to $0.7 million in the first quarter of 2005. 

The 2006 provision for income taxes included $0.5 million relating to our foreign operations, which are profitable and $0.3 million relating to 
our domestic operations, which incurred a taxable loss. A portion of the domestic loss was taxable. The 2005 provision for income taxes of 
$0.7 million related to our foreign operations, which were profitable.  
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Liquidity and Capital Resources  
   

Historically, Veeco’s principal capital requirements have included the funding of acquisitions and capital expenditures. The Company 
generates cash from operations, revolving credit facilities and debt and stock issuances. Veeco’s ability to generate sufficient cash flows from 
operations is primarily dependent on the continued demand for the Company’s products and services.  
   

The Company had a net decrease in cash of $11.0 million for the three months ended March 31, 2006 from December 31, 2005. Cash 
provided by operations was $12.2 million for this period, as compared to cash provided by operations of $14.4 million for the comparable 2005 
period. Net loss adjusted for non-cash items provided operating cash flows of $7.1 million for the three months ended March 31, 2006, 
compared to $3.1 million for the comparable 2005 period. Included in the net cash provided by operations for the three months ended 
March 31, 2006 was a decrease in net operating assets and liabilities of $5.1 million. Accounts receivable for the three months ended March 31, 
2006, decreased by $11.5 million, primarily as a result of collection of significant receivables for Ion Beam Etch products as well as overall 
lower sales volume in the first quarter of 2006, compared to the fourth quarter of 2005. During the three months ended March 31, 2006, 
inventories increased by approximately $2.8 million, principally due to an increase in inventory purchases related to AFM products. During the 
three months ended March 31, 2006, accounts payable increased by $2.8 million as the Company managed its payables to normal industry 
terms. Accrued expenses and other current liabilities decreased $4.7 million during the three months ended March 31, 2006, due to the timing 
of accrued payroll as well as a reduction in incentive compensation under the Company’s profit-sharing and annual bonus plans and the timing 
of tax payments.  

   
Cash used in investing activities of $5.5 million for the three months ended March 31, 2006, resulted from capital expenditures of $3.5 

million and earn-out payments of $2.0 million to the former owner of TurboDisc. The Company expects to invest approximately $20.0 million 
during 2006 in capital projects primarily related to engineering equipment and lab tools used in producing Veeco’s products and the continuing 
implementation of SAP and related computer systems.  

   
Cash used in financing activities for the three months ended March 31, 2006 totaled $17.4 million, primarily from the repurchase of a 

portion of the Company’s outstanding 4.125% convertible debt, as discussed below, offset by $2.1 million of common stock issuances resulting 
from the exercise of employee stock options.  

   
As of March 31, 2006, the Company has outstanding $200.0 million of 4.125% convertible subordinated notes. During the first quarter 

of 2006, the Company repurchased $20.0 million of its notes, reducing the amount outstanding from $220.0 million to $200.0 million. The 
repurchase amount was $19.5 million in cash, of which $19.4 million related to principal and $0.1 million related to accrued interest. As a 
result of the repurchase, the Company recorded a gain from the early extinguishment of debt in the amount of $0.6 million, offset by a $0.3 
million proportionate reduction in the related deferred financing costs for a net gain of $0.3 million. The Company may engage in similar 
transactions in the future depending on market conditions, its cash position and other factors.  

   
The Company believes that existing cash balances together with cash generated from operations and amounts available under the 

Company’s revolving credit facility will be sufficient to meet the Company’s projected working capital and other cash flow requirements for 
the next twelve months, as well as the Company’s contractual obligations, over the next three years. The Company believes it will be able to 
meet its obligation to repay the outstanding $200 million subordinated notes that mature on December 21, 2008, through a combination of 
conversion of the notes outstanding, refinancing, cash generated from operations and/or other means.  

   
The Company is potentially liable for earn-out payments to the former owners of certain acquired businesses based on revenue targets 

achieved by the acquired businesses.  During the first quarter of 2006, the Company paid an earn-out payment of $2.0 million to the former 
owner of TurboDisc, and no additional payments will be required in the future. On April 3, 2006, the Company paid $1.1 million to the former 
shareholders of Nanodevices Inc., and no additional payments will be required in the future. Both amounts were accrued at December 31, 2005. 
The Company is potentially liable for an earn-out payment to the former shareholders of Advanced Imaging, Inc. based on achieving revenue 
in excess of certain targets for 2006, which currently do not appear achievable.  

   
Application of Critical Accounting Policies  
   

General:   Veeco’s discussion and analysis of its financial condition and results of operations are based upon the Company’s 
Condensed Consolidated Financial Statements, which have been prepared in accordance with U.S generally accepted accounting principles. 
The preparation of these financial statements requires Veeco to make estimates and judgments that affect the reported amounts of assets, 
liabilities, revenues and expenses. On an on-going basis, management evaluates its estimates and judgments, including those related to bad 
debts, inventories, intangible assets and other long lived assets, income taxes, warranty obligations, restructuring costs and contingent 
litigation. Management bases its estimates and judgments on historical experience and on various other factors that are believed to be 
reasonable under the circumstances, the results of which form the basis for making judgments about the carrying values of assets and liabilities 
that are not readily apparent from other sources. Actual results may differ from these estimates under different assumptions or conditions. The 
Company considers certain accounting policies related to revenue  
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recognition, the valuation of inventories, the impairment of goodwill and indefinite-lived intangible assets, the impairment of long-lived assets, 
warranty costs and the accounting for deferred taxes to be critical policies due to the estimation processes involved in each.  
   

Revenue Recognition:   The Company recognizes revenue in accordance with the SEC Staff Accounting Bulletin (“SAB”) No. 104, 
Revenue Recognition . Certain of our product sales are accounted for as multiple-element arrangements in accordance with Emerging Issues 
Task Force (“EITF”) 00-21, Revenue Arrangements with Multiple Deliverables. A multiple-element arrangement is a transaction which may 
involve the delivery or performance of multiple products, services, or rights to use assets, and performance may occur at different points in 
time or over different periods of time. The Company recognizes revenue when persuasive evidence of an arrangement exists, the sales price is 
fixed or determinable and collectibility is reasonably assured. For products produced according to the Company’s published specifications, 
where no installation is required or installation is deemed perfunctory and no substantive customer acceptance provisions exist, revenue is 
recognized when title passes to the customer, generally upon shipment. For products produced according to a particular customer’s 
specifications, revenue is recognized when the product has been tested, it has been demonstrated that it meets the customer’s specifications and 
title passes to the customer. The amount of revenue recorded is reduced by the amount of any customer retention (generally 10% to 20%), 
which is not payable by the customer until installation is completed and final customer acceptance is achieved. Installation is not deemed to be 
essential to the functionality of the equipment since installation does not involve significant changes to the features or capabilities of the 
equipment or building complex interfaces and connections. In addition, the equipment could be installed by the customer or other vendors and 
generally the cost of installation approximates only 1% to 2% of the sales value of the related equipment. For new products, new applications 
of existing products, or for products with substantive customer acceptance provisions where performance cannot be fully assessed prior to 
meeting customer specifications at the customer site, revenue is recognized upon completion of installation and receipt of final customer 
acceptance. Since title to goods generally passes to the customer upon shipment and 80% to 90% of the contract amount becomes payable at 
that time, inventory is relieved and accounts receivable is recorded for the amount billed at the time of shipment. The profit on the amount 
billed for these transactions is deferred and recorded as deferred profit in the accompanying consolidated balance sheets. At March 31, 2006 
and December 31, 2005, $0.3 million and $0.5 million, respectively, are recorded in deferred profit. Service and maintenance contract revenues 
are recorded as deferred revenue, which is included in other accrued expenses, and recognized as revenue on a straight-line basis over the 
service period of the related contract.  

   
Inventory Valuation:   Inventories are stated at the lower of cost (principally first-in, first-out method) or market. Management 

evaluates the need to record adjustments for impairment of inventory on a quarterly basis. The Company’s policy is to assess the valuation of 
all inventories, including raw materials, work-in-process, finished goods and spare parts. Obsolete inventory or inventory in excess of 
management’s estimated usage for the next 18 to 24 month’s requirements is written-down to its estimated market value, if less than its cost. 
Inherent in the estimates of market value are management’s estimates related to Veeco’s future manufacturing schedules, customer demand, 
technological and/or market obsolescence, possible alternative uses and ultimate realization of excess inventory.  

   
Goodwill and Indefinite-Lived Intangible Asset Impairment:   The Company has significant intangible assets related to goodwill and 

other acquired intangibles. In assessing the recoverability of the Company’s goodwill and other indefinite-lived intangible assets, the Company 
must make assumptions regarding estimated future cash flows and other factors to determine the fair value of the respective assets. If it is 
determined that impairment indicators are present and that the assets will not be fully recoverable, their carrying values are reduced to 
estimated fair value. Impairment indicators include, among other conditions, cash flow deficits, an historic or anticipated decline in revenue or 
operating profit, adverse legal or regulatory developments, and a material decrease in the fair value of some or all of the assets. Assets are 
grouped at the lowest levels for which there are identifiable cash flows that are largely independent of the cash flows generated by other asset 
groups. Changes in strategy and/or market conditions could significantly impact these assumptions, and thus Veeco may be required to record 
impairment charges for those assets not previously recorded.  

   
Long-Lived Asset Impairment:   The carrying values of long-lived assets are periodically reviewed to determine if any impairment 

indicators are present. If it is determined that such indicators are present and the review indicates that the assets will not be fully recoverable, 
based on undiscounted estimated cash flows over the remaining depreciation period, their carrying values are reduced to estimated fair value. 
Impairment indicators include, among other conditions, cash flow deficits, an historic or anticipated decline in revenue or operating profit, 
adverse legal or regulatory developments, and a material decrease in the fair value of some or all of the assets. Assets are grouped at the lowest 
level for which there is identifiable cash flows that are largely independent of the cash flows generated by other asset groups. Assumptions 
utilized by management in reviewing for impairment of long-lived assets could be affected by changes in strategy and/or market conditions 
which may require Veeco to record additional impairment charges for these assets, as well as impairment charges on other long-lived assets not 
previously recorded.  

   
Warranty Costs:   The Company estimates the costs that may be incurred under the warranty it provides and records a liability in the 

amount of such costs at the time the related revenue is recognized. Estimated warranty costs are determined by analyzing specific product and 
historical configuration statistics and regional warranty support costs. The Company’s warranty obligation is affected by product failure rates, 
material usage and labor costs incurred in correcting product failures during the warranty period. As the Company’s  
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customer engineers and process support engineers are highly trained and deployed globally, labor availability is a significant factor in 
determining labor costs. The quantity and availability of critical replacement parts is another significant factor in estimating warranty costs. 
Unforeseen component failures or exceptional component performance can also result in changes to warranty costs. If actual warranty costs 
differ substantially from the Company’s estimates, revisions to the estimated warranty liability would be required.  

   
Deferred Tax Valuation Allowance:   As part of the process of preparing Veeco’s Consolidated Financial Statements, the Company is 

required to estimate its income taxes in each of the jurisdictions in which it operates. This process involves estimating the actual current tax 
expense, together with assessing temporary differences resulting from differing treatment of items for tax and accounting purposes. These 
differences result in deferred tax assets and liabilities, which are included within its Consolidated Balance Sheets. The carrying value of 
deferred tax assets is adjusted by a valuation allowance to recognize the extent to which the future tax benefits will be recognized on a more 
likely than not basis. Our net deferred tax assets consist primarily of net operating loss and tax credit carryforwards, and timing differences 
between the book and tax treatment of inventory and other asset valuations. Realization of these net deferred tax assets is dependent upon our 
ability to generate future taxable income.  

   
We record valuation allowances in order to reduce our deferred tax assets to the amount expected to be realized. In assessing the 

adequacy of recorded valuation allowances, we consider a variety of factors, including the scheduled reversal of deferred tax liabilities, future 
taxable income, and prudent and feasible tax planning strategies. Under SFAS No. 109, factors such as current and previous operating losses 
are given significantly greater weight than the outlook for future profitability in determining the deferred tax asset carrying value.  

   
At March 31, 2006, the Company had a valuation allowance of $70.3 million against substantially all of its domestic net deferred tax 

assets, which consist of net operating loss and tax credit carryforwards, as well as temporary deductible differences. The valuation allowance 
was calculated in accordance with the provisions of SFAS No. 109, which places primary importance on the Company’s historical results of 
operations. Although the Company’s results in prior years were significantly affected by restructuring and other charges, the Company’s 
historical loss and the losses incurred in 2006, 2005 and 2004 represent negative evidence sufficient to require a full valuation allowance under 
the provisions of SFAS No. 109. If the Company is able to realize part or all of the deferred tax assets in future periods, it will reduce its 
provision for income taxes with a release of the valuation allowance in an amount that corresponds with the income tax liability generated.  

   
Other Recent Accounting Pronouncements: Prior to 2006, the Company accounted for its stock option plans under the recognition and 

measurement principles of Accounting Principles Board (“APB”) Opinion No. 25, Accounting for Stock Issued to Employees, and related 
interpretations and generally, no compensation expense was reflected in net loss as all options granted under those plans had an exercise price 
equal to the market value of the underlying common stock on the date of grant. Effective January 1, 2006, the Company adopted SFAS No. 123
(R), Share-Based Payment , which is a revision of SFAS No. 123, Accounting for Stock-Based Compensation , supersedes APB No. 25 and 
amends SFAS No. 95, Statement of Cash Flows . Generally, the approach in SFAS No. 123(R) is similar to the approach described in SFAS 
No. 123. However, SFAS No. 123(R) requires all share-based payments to employees, including grants of employee stock options, to be 
recognized in the income statement based on their fair values. Pro forma disclosure is no longer an alternative. SFAS No. 123(R) was adopted 
using the modified prospective method of application, which requires Veeco to recognize compensation expense on a prospective basis. 
Therefore, prior period financial statements have not been restated. Under this method, in addition to reflecting compensation expense for new 
share-based awards, expense is also recognized to reflect the remaining service period of awards that had been included in the pro forma 
disclosures in prior periods. SFAS No. 123(R) also requires the benefits of tax deductions in excess of recognized compensation cost to be 
reported as a financing cash flow, rather than as an operating cash flow as required under previous accounting literature. This requirement has 
the effect of reducing consolidated net operating cash flows and increasing consolidated net financing cash flows in periods after adoption. For 
the three months ended March 31, 2006, the Company did not recognize any amount of consolidated financing cash flows for such excess tax 
deductions.  

   
Total stock-based compensation expense is attributable to the remaining requisite service periods of stock options and restricted 

common stock awards. For the three months ended March 31, 2006, there were no new share-based awards granted. The impact of adopting 
SFAS No. 123(R) was a charge of $0.1 million or less than $0.01 per diluted share for the three months ended March 31, 2006. As of March 
31, 2006, the total unrecognized compensation cost related to nonvested stock awards and option awards is $0.6 million and $1.1 million, 
respectively, and the related weighted average period over which it is expected that such unrecognized compensation costs will be recognized 
is approximately 2.6 years. The impact of future share-based awards will depend on levels of share-based payments granted in the future and, 
therefore, cannot be predicted at this time.  

   
With the adoption of SFAS No. 123(R) on January 1, 2006, the Company is required to record the fair value of stock-based 

compensation awards as an expense. In order to determine the fair value of stock options on the date of grant, the Company applies the Black-
Scholes option-pricing model. Inherent in the model are assumptions related to expected stock-price volatility, option life, risk-free interest rate 
and dividend yield. While the risk-free interest rate and dividend yield are less subjective assumptions, typically based on factual data derived 
from public sources, the expected stock-price volatility and option life assumptions require a level of  
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judgment which make them critical accounting estimates. Beginning in the fourth quarter of 2005, the Company used an expected stock-price 
volatility assumption that is a combination of both historical and implied volatilities of the underlying stock, which are obtained from public 
data sources. Prior to that time, the Company based this assumption solely on historical volatility. With regard to the weighted-average option 
life assumption, the Company considers the exercise behavior of past grants and models the pattern of aggregate exercises.  

   
In November 2004, the FASB issued SFAS No. 151, Inventory Costs- an amendment to ARB No. 43, Chapter 4. SFAS No. 151 

clarifies the accounting for abnormal amounts of idle facility expense, freight, handling costs, and wasted material (spoilage). This Statement 
requires that those items be recognized as current-period charges regardless of whether they meet the criterion of “so abnormal,” as previously 
stated in ARB No. 43. In addition, this Statement requires that allocation of fixed production overheads to the costs of conversion be based on 
the normal capacity of the production facilities. The provisions of this Statement are effective for inventory costs incurred during fiscal years 
beginning after June 15, 2005. The Company adopted this Statement on January 1, 2006 which did not result in a significant impact on the 
Company’s consolidated financial position or results of operations.  
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Item 3. Quantitative and Qualitative Disclosures About Market Risk.  
   

Veeco’s net sales to foreign customers represented approximately 65.7% and 65.1% of Veeco’s total net sales for the three months 
ended March 31, 2006 and 2005, respectively. The Company expects that net sales to foreign customers will continue to represent a large 
percentage of Veeco’s total net sales. Veeco’s net sales denominated in foreign currencies represented approximately 16.7% of Veeco’s total 
net sales for the three months ended March 31, 2006, and 21.4% for the comparable 2005 period. The aggregate foreign currency exchange 
losses included in determining the consolidated results of operations was approximately $0.3 million and $0.0 million for the three months 
ended March 31, 2006 and 2005, respectively. Included in the aggregate foreign currency exchange losses, were gains related to forward 
contracts of approximately $0.1 million and $0.0 million for the three months ended March 31, 2006 and 2005, respectively. Veeco is exposed 
to financial market risks, including changes in foreign currency exchange rates. The changes in currency exchange rates that have the largest 
impact on translating Veeco’s international operating profit are the Japanese Yen and the Euro. Veeco uses derivative financial instruments to 
mitigate these risks. Veeco does not use derivative financial instruments for speculative or trading purposes. The Company enters into monthly 
forward contracts to reduce the effect of fluctuating foreign currencies on short-term foreign currency-denominated intercompany transactions 
and other known currency exposures. The average notional amount of such contracts was approximately $3.7 million for the three months 
ended March 31, 2006. As of March 31, 2006, the Company had entered into forward contracts for the month of April for the notional amount 
of approximately $16.0 million, which approximates the fair market value on March 31, 2006.  

   
Item 4. Controls and Procedures.  
   

The Company’s senior management is responsible for establishing and maintaining a system of disclosure controls and procedures (as 
defined in Rule 13a-15 and 15d-15 under the Securities Exchange Act of 1934 (the “Exchange Act”)) designed to ensure that information 
required to be disclosed by the Company in the reports that it files or submits under the Exchange Act is recorded, processed, summarized and 
reported within the time periods specified in the Securities and Exchange Commission’s rules and forms.  Disclosure controls and procedures 
include, without limitation, controls and procedures designed to ensure that information required to be disclosed by an issuer in the reports that 
it files or submits under the Exchange Act is accumulated and communicated to the issuer’s management, including its principal executive 
officer or officers and principal financial officer or officers, or persons performing similar functions, as appropriate to allow timely decisions 
regarding required disclosure.  

   
The Company has evaluated the effectiveness of the design and operation of its disclosure controls and procedures under the 

supervision of and with the participation of management, including the Chief Executive Officer and Chief Financial Officer, as of the end of 
the period covered by this report.  Based on that evaluation, our Chief Executive Officer and Chief Financial Officer have concluded that our 
disclosure controls and procedures are effective in timely alerting them to material information required to be included in our periodic 
Securities and Exchange Commission filings.  

   
The Company is presently in the process of implementing a new company-wide integrated applications software and, to date, has 

completed the conversion to this new platform in five locations. As a result, certain changes have been made to the Company’s internal 
controls, which management believes will strengthen the Company’s internal control structure. There have been no other significant changes in 
our internal controls or other factors during the fiscal quarter ended March 31, 2006 that have materially affected, or are reasonably likely to 
materially affect, the Company’s internal control over financial reporting.  
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Part II. OTHER INFORMATION  
   
Item 1. Legal Proceedings.  
   
In re Veeco Instruments Inc. Securities Litigation and Shareholder Derivative Litigation  
   

Veeco and certain of its officers have been named as defendants in a consolidated securities class action lawsuit pending in federal 
court in the Southern District of New York (the “Court”). The lawsuit arises out of the restatement in March 2005 of Veeco’s financial 
statements for the quarterly periods and nine months ended September 30, 2004 as a result of the Company’s discovery of certain improper 
accounting transactions at its TurboDisc business unit. The plaintiffs in the lawsuit seek unspecified damages and assert claims against all 
defendants for violations of Section 10(b) of the Securities Exchange Act of 1934 (the “Exchange Act”) and claims against the individual 
defendants for violations of Section 20(b) of the Exchange Act.  In March 2006, the Court denied defendants’ motion to dismiss the lawsuit at 
the pleading stage and certified a plaintiff class for the lawsuit consisting of all persons who acquired the Company’s securities during the 
period from April 26, 2004 through February 10, 2005. Although the Company believes this lawsuit is without merit and intends to defend 
vigorously against the claims, the lawsuit could result in substantial costs, divert management’s attention and resources from our operations and 
negatively affect our public image and reputation.  
   

In addition, three shareholder derivative lawsuits have been consolidated and are also pending before the Court. The plaintiffs in the 
consolidated derivative action assert that the Company’s directors and certain of its officers breached fiduciary duties in connection with the 
improper accounting transactions at the TurboDisc business unit.  The plaintiffs in the consolidated derivative action purport to assert claims on 
behalf of the Company, but have made no demand on the Board of Directors to pursue such claims. The plaintiffs in the consolidated derivative 
action seek unspecified damages allegedly sustained by the Company and the return of all bonuses, restricted stock, stock options and other 
incentive compensation.  An unfavorable outcome or prolonged litigation in these matters could materially harm the Company’s business.  
   
Item 1A. Risk Factors.  
   

Information regarding risk factors appears in the “Safe Harbor Statement” at the beginning of this Quarterly Report on Form 10-Q and 
in Part I - Item 1A. of our Annual Report on Form 10-K for the year ended December 31, 2005.  There have been no material changes from the 
risk factors previously disclosed in our Annual Report on Form 10-K.  

   
24  

 



   
Item 6. Exhibits.  
   

Unless otherwise indicated, each of the following exhibits has been previously filed with the Securities and Exchange Commission by 
the Company under File No. 0-16244.  

   
   

   

*              Filed herewith  
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Number  
   Description  

   Incorporated by Reference to the Following Document:  
               

10.1 

   

First Amendment dated as of April 6, 2006 to the Credit 
Agreement dated March 15, 2005 among Veeco 
Instruments Inc., HSBC Bank USA, National 
Association, as administrative agent, and the lenders 
named therein.  

   

*  

              
31.1 

   

Certification of Chief Executive Officer pursuant to 
Rule 13a — 14(a) or Rule 15d — 14(a) of the Securities 
Exchange Act of 1934.  

   

*  

              
31.2 

   

Certification of Chief Financial Officer pursuant to 
Rule 13a — 14(a) or Rule 15d — 14(a) of the Securities 
Exchange Act of 1934.  

   

*  

              
32.1 

   

Certification of Chief Executive Officer pursuant to 
18 U.S.C. Section 1350, as adopted pursuant to 
Section 906 of the Sarbanes-Oxley Act of 2002.  

   

*  

              
32.2 

   

Certification of Chief Financial Officer pursuant to 
18 U.S.C. Section 1350, as adopted pursuant to 
Section 906 of the Sarbanes-Oxley Act of 2002.  

   

*  



   
SIGNATURES  

   
Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its 

behalf by the undersigned thereunto duly authorized.  
   

Date:  May 4, 2006  
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Veeco Instruments Inc.  

         
   

By:  /s/ EDWARD H. BRAUN  
      

Edward H. Braun  
      

Chairman and Chief Executive Officer  
         
   

By:  /s/ JOHN F. REIN, JR.  
      

John F. Rein, Jr.  
      

Executive Vice President, Chief Financial Officer and Secretary  
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Exhibit 10.1 
   

FIRST AMENDMENT TO CREDIT AGREEMENT  
   

FIRST AMENDMENT dated as of April 6, 2006 (this “Amendment”) to the Credit Agreement dated as of March 15, 2005 (the 
“Credit Agreement”) by and among VEECO INSTRUMENTS INC., a Delaware corporation (the “Company”), the Lenders party thereto and 
HSBC BANK USA, NATIONAL ASSOCIATION, a national banking association, as Administrative Agent for the Lenders.  
   

WHEREAS, the Company has requested that the Lenders amend certain provisions of the Credit Agreement, and the Lenders have 
agreed to amend such provisions of the Credit Agreement, subject to the terms and conditions set forth herein;  
   

NOW, THEREFORE, in consideration of the premises and of the mutual agreements herein contained, the parties hereto agree as 
follows:  
   

1.             Amendments.  
   

a.             The following definition is hereby added to Section 1.01 of the Credit Agreement in its appropriate alphabetical 
order:  
   

“Repurchase Date” shall mean that date when repurchases of outstanding Subordinated Notes by the Company 
exceed $35,000,000, in the aggregate.”  

   
b.             The definition of “Consolidated EBITDA” in Section 1.01 of the Credit Agreement is hereby amended to add the 

following new sentence at the end thereof:  
   

“Notwithstanding anything to the contrary herein, all gains associated with repurchases by the Company of the 
outstanding Subordinated Notes shall be deemed extraordinary gains for purposes of the calculation of Consolidated 
EBITDA.”  

   
c.             Section 3.02(d) of the Credit Agreement is hereby amended and restated in its entirety to provide as follows:  

   
“(d) to finance repurchases by the Company of the Subordinated Notes.”  

   
d.             Section 7.06(g) of the Credit Agreement is hereby amended and restated in its entirety to provide as follows:  

   
“(g) so long as no Default or Event of Default shall have occurred and is then continuing or would result therefrom, 
repurchases by the Company of the Subordinated Notes, provided that (i) expenditures for all such repurchases shall 
not exceed $80,000,000, in the aggregate, and (ii) the Company shall notify the Lenders promptly following 
completion of any such repurchase”  

   
e.             Section 7.13(b) of the Credit Agreement is hereby amended and restated in its entirety to provide as follows:  

   
“(b)         Consolidated Quick Ratio .  Permit the Consolidated Quick Ratio to be less than 1.00:1.00, at any time 
prior to the Repurchase Date, and 1.30:1.00, at any time thereafter.  
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2.             Conditions to Effectiveness .  

   
This Amendment shall become effective upon receipt by the Administrative Agent of: (a) this Amendment, duly executed by the 

Company and the Guarantors; and (b) executed consents from the Required Lenders authorizing the Administrative Agent to execute this 
Amendment on behalf of the Lenders.  
   

3.             Miscellaneous .  
   

Capitalized terms used herein and not otherwise defined herein shall have the same meanings as defined in the Credit Agreement.  
   

Except as expressly amended hereby, the Credit Agreement shall remain in full force and effect in accordance with the original terms 
thereof.  
   

The amendments set forth above are limited specifically to the matters set forth above and for the specific instances and purposes 
given and do not constitute directly or by implication a waiver or amendment of any other provision of the Credit Agreement or a waiver of any 
Default or Event of Default, whether now existing or hereafter arising, which may occur or may have occurred.  
   

The Company hereby represents and warrants that (a) after giving effect to this Amendment, the representations and warranties made 
by the Company and each of its Subsidiaries pursuant to the Credit Agreement and the other Loan Documents to which each is a party are true 
and correct in all material respects as of the date hereof with the same effect as though such representations and warranties had been made on 
and as of such date, unless any such representation or warranty is as of a specific date, in which case, as of such date, and (b) after giving effect 
to this Amendment, no Default or Event of Default has occurred and is continuing.  
   

The Company hereby further represents and warrants that the execution, delivery and performance by the Company of this 
Amendment and the Credit Agreement, as amended by this Amendment, (a) have been duly authorized by all requisite corporate action, (b) 
will not violate or require any consent (other than consents as have been made or obtained and which are in full force and effect) under (i) any 
provision of law applicable to the Company, any applicable rule or regulation of any Governmental Authority, or the Certificate of 
Incorporation or By-laws of the Company, (ii) any order of any court or other Governmental Authority binding on the Company or (iii) any 
agreement or instrument binding on the Company.  Each of this Amendment and the Credit Agreement, as amended hereby, constitutes a legal, 
valid and binding obligation of the Company.  

   
This Amendment may be executed in one or more counterparts, each of which shall constitute an original, but all of which when taken 

together shall constitute but one Amendment. This Amendment shall become effective when duly executed counterparts hereof which, when 
taken together, bear the signatures of each of the parties hereto shall have been delivered to the Administrative Agent.  

   
This Amendment shall constitute a Loan Document.  

   
This Amendment shall be governed by, and construed in accordance with, the laws of the State of New York.  
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IN WITNESS WHEREOF, the Company and the Administrative Agent, as authorized on behalf of the Lenders, have caused this 

Amendment to be duly executed by their duly authorized officers, all as of the day and year first above written.  
   
   

   
   
The undersigned, not parties to the Credit Agreement but as Guarantors under the Guaranty dated as of the Closing Date executed in favor of 
the Lenders, each hereby (a) accept and agree to the terms of the foregoing Amendment; (b) acknowledge and confirm that all terms and 
provisions contained in the Guaranty are, and shall remain, in full force and effect in accordance with their respective terms; (c) reaffirm and 
ratify all of the representations and covenants contained in the Guaranty; and (d) represent, warrant and confirm the non-existence of any 
offsets, defenses and counterclaims to its obligations under the Guaranty.  
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VEECO INSTRUMENTS INC.  HSBC BANK USA, NATIONAL  
   

ASSOCIATION , as Administrative Agent  
      
      
By:  

   
/s/ John F. Rein, Jr.  

      
By:  

   
/s/ Christopher Mendelsohn  

      

Name:  John F. Rein, Jr.  Name:  Christopher Mendelsohn  
Title:  Executive Vice President and  Title:  First Vice President  
   

Chief Financial Officer  
   

   
VEECO COMPOUND SEMICONDUCTOR INC.  

   
VEECO ION BEAM EQUIPMENT INC.  

   
VEECO SLIDER PROCESS EQUIPMENT INC.  

   
VEECO TUCSON INC.  

      
      
   

By:  
   

/s/ John F. Rein, Jr.  
      

   
Name:  John F. Rein, Jr.  

   
Title:  Vice President of each of the foregoing  

      
corporations  

      
   

VEECO METROLOGY, LLC  
   

By:  Veeco Instruments Inc., its Sole Member  
         
      

By:  
   

/s/ John F. Rein, Jr.  
      

      
Name:  

   
John F. Rein, Jr.  

      
Title:  

   
Executive Vice President and Chief  

         
Financial Officer  



Exhibit 31.1 
   

CERTIFICATION PURSUANT TO  
RULE 13a - 14(a) or RULE 15d - 14(a)  

OF THE SECURITIES EXCHANGE ACT OF 1934  
   
I, Edward H. Braun, Chairman and Chief Executive Officer of Veeco Instruments Inc., certify that:  
   
1.                                        I have reviewed this quarterly report on Form 10-Q for the period ended March 31, 2006 of Veeco Instruments Inc.;  
   
2.                                        Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary 

to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the 
period covered by this report;  

   
3.                                        Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material 

respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this 
report;  

   
4.                                        The registrant’s other certifying officers and I are responsible for establishing and maintaining disclosure controls and procedures (as 

defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act 
Rules 13a-15(f) and 15d-15(f)) for the registrant and have:  

   
(a)                                   Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under 

our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made 
known to us by others within those entities, particularly during the period in which this report is being prepared;  

   
(b)                                  Designed such internal control over financial reporting, or caused such internal control over financial reporting to be 

designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the 
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;  

   
(c)                                   Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions 

about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on 
such evaluation; and  

   
(d)                                  Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the 

registrant’s most recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the registrant’s 
internal control over financial reporting; and  

   
5.                                        The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation of internal control over financial 

reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the 
equivalent functions):  

   
(a)                                   All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting 

which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial 
information; and  

   
(b)                                  Any fraud, whether or not material, that involves management or other employees who have a significant role in the 

registrant’s internal control over financial reporting.  
   
   

   

 

/s/ EDWARD H. BRAUN  
   

Edward H. Braun  
Chairman and Chief Executive Officer  
Veeco Instruments Inc.  
May 4, 2006  



Exhibit  31.2 
   

CERTIFICATION PURSUANT TO  
RULE 13a - 14(a) or RULE 15d - 14(a)  

OF THE SECURITIES EXCHANGE ACT OF 1934  
   
I, John F. Rein, Jr., Executive Vice President, Chief Financial Officer and Secretary of Veeco Instruments Inc., certify that:  
   
1.              I have reviewed this quarterly report on Form 10-Q for the period ended March 31, 2006 of Veeco Instruments Inc.;  
   
2.              Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary 

to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the 
period covered by this report;  

   
3.              Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material 

respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this 
report;  

   
4.              The registrant’s other certifying officers and I are responsible for establishing and maintaining disclosure controls and procedures (as 

defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act 
Rules 13a-15(f) and 15d-15(f)) for the registrant and have:  

   
(a)            Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under 

our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made 
known to us by others within those entities, particularly during the period in which this report is being prepared;  

   
(b)            Designed such internal control over financial reporting, or caused such internal control over financial reporting to be 

designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the 
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;  

   
(c)            Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions 

about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on 
such evaluation; and  

   
(d)            Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the 

registrant’s most recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the registrant’s 
internal control over financial reporting; and  

   
5.              The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation of internal control over financial 

reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the 
equivalent functions):  

   
(a)            All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting 

which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial 
information; and  

   
(b)            Any fraud, whether or not material, that involves management or other employees who have a significant role in the 

registrant’s internal control over financial reporting.  
   

   

 

/s/ JOHN F. REIN, JR.  
   

John F. Rein, Jr.  
Executive Vice President, Chief Financial Officer and Secretary  
Veeco Instruments Inc.  
May 4, 2006  



Exhibit 32.1 
   

CERTIFICATION PURSUANT TO  
18 U.S.C. SECTION 1350,  

AS ADOPTED PURSUANT TO  
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002  

   
In connection with the Quarterly Report of Veeco Instruments Inc. (the “Company”) on Form 10-Q for the period ended March 31, 

2006 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Edward H. Braun, Chairman and Chief 
Executive Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act 
of 2002, that:  
   
(1)                                   The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and  
   
(2)                                   The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of 

the Company.  
   
   

   
A signed original of this written statement required by Section 906 has been provided to Veeco Instruments Inc. and will be retained 

by Veeco Instruments Inc. and furnished to the Securities and Exchange Commission or its staff upon request.  
   

 

   
/s/ EDWARD H. BRAUN  

   
   

Edward H. Braun  
   

Chairman and Chief Executive Officer  
   

Veeco Instruments Inc.  
   

May 4, 2006  



Exhibit 32.2 
   

CERTIFICATION PURSUANT TO  
18 U.S.C. SECTION 1350,  

AS ADOPTED PURSUANT TO  
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002  

   
In connection with the Quarterly Report of Veeco Instruments Inc. (the “Company”) on Form 10-Q for the period ended March 31, 

2006 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, John F. Rein, Jr., Executive Vice President, 
Chief Financial Officer, and Secretary of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the 
Sarbanes-Oxley Act of 2002, that:  
   

(1)            The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and  
   

(2)            The information contained in the Report fairly presents, in all material respects, the financial condition and results of 
operations of the Company.  

   
   

   
A signed original of this written statement required by Section 906 has been provided to Veeco Instruments Inc. and will be retained 

by Veeco Instruments Inc. and furnished to the Securities and Exchange Commission or its staff upon request.  
   

   
/s/ JOHN F. REIN, JR.  

   
   

John F. Rein, Jr.  
   

Executive Vice President, Chief Financial Officer  
   

and Secretary  
   

Veeco Instruments Inc.  
   

May 4, 2006  


